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Abstract 
As there were more people being unemployed and the declining confidence towards 
their employers, the traditional Chinese belief of ‘打工不如當老闆，(in English 
translation, stated as "Being a boss is always better than being an employee") might 
become more overwhelming among the 2.7million work force in Hong Kong. There 
was also a tendency for the entrepreneur to pass the business to future generations. 
Indeed, the recent trend illustrated that family-owned businesses might become the 
norm of entrepreneurship in the near future; therefore it was definitely worth the 
effort and time to study how this business transformation affected the norm of 
entrepreneurship. 
Throughout this study, the attractiveness and characteristics of the Hong Kong family 
business market would be examined by using existing academic research and 
qualitative survey. Companies and company executives were interviewed to evaluate 
their knowledge of, and attitudes towards, family-owned business. These interviews, 
combined with our research, allowed us to obtain a better picture of the attractiveness 
and characteristics of the family-owned business market. 
After examining the Hong Kong current and future market environment, the 
provisional conclusion was that the family-owned business market was attractive and 
significant for entrepreneurs to explore. This conclusion was further tested using the 
Porter's Five Forces, and Cambridge Associates' Value Drivers frameworks. The 
combination of frameworks was used to overcome the individual weaknesses 
associated with each framework. This analysis reinforced the view that the family 
business market was an attractive one. 
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1 Introduction 
1.1 Market Outlook — Increased unemployment rate 
Due to the increase in the relocation of support services across the border and a wave 
of company restructuring announcements, coupled with the global economic 
downturn, the employment outlook had been severely dampened in Hong Kong. 
Unemployment had been a major problem in the Hong Kong society since the onset 
of market recession in 1998. In fact, the unemployment issue was getting more severe 
with no indicator of slowing down. Since 1998，the overall unemployment rate had 
remained increasingly high. Recently, Hong Kong's unemployment rate rose to a 
record high 8.1 per cent in the period from Jan to March 2003，up from 7.4 per cent 
for the previous period. (Census Department, 2003) 
Beside the global recession encountered, many companies are currently undergoing 
extensive restructuring. Companies that earlier avoided or delayed reductions of 
employment had been forced to take action in light of the current economic downturn. 
The reality was that, even after 3 years of deflation and a 60% drop in property prices, 
Hong Kong was still one of the most expensive cities in the world to live in and to do 
business. Since general wage reductions similar to the one adopted in Singapore 
might not be possible, a higher level of unemployment due to restructuring and 
downsizing was the inevitable market response. 
Currently unemployment was still a significant social issue in Hong Kong, especially 
under the circumstance that there was no social insurance system to protect the 
households of the unemployed from declining living standards. Therefore, instead of 
waiting for the government to take the initiative to revitalize the unemployment issue, 
6 
people in Hong Kong should consider other feasible alternative to help themselves out 
of their own adversity. Many of them had come up with the idea of starting a 
sustainable business that can depend upon over their lifetime and then passing on to 
future generations. 
1.2 The Changing Stereotype 
Besides the above discussed belief 'Being a boss is always better than being an 
employee,' there was another jargon 'being hired never lead to prosperity' that 
reinforce the drive and desire to start up one's self-owned business - this Cantonese 
saying caused a lot of people to start their own business when they had enough capital, 
or when they obtained help from the family members already in the business, without 
going through the hardship of climbing the career ladder from the bottom (nepotism). 
(Ho, 1986) Indeed, there were many listed firms in Hong Kong that started up only as 
a small family business. With regard to all these successful stories, many young 
entrepreneurs who worked under fear of losing their jobs and intense pressure might 
eventually start his or her business. In considering all the relevant factors: stronger 
stereotype and tougher working environment, family businesses in Hong Kong might 
not only become an attractive choice for people to explore in, but also appeared to be 




The appropriate frameworks were identified; academic literature and company 
surveys were employed to produce supporting evidence provided by the frameworks 
and market research. 
The academic references were sourced through the Internet and through both the 
Chinese University of Hong Kong and University of Hong Kong Library. The 
intention was to place the family business market into context before discussing the 
issues that arose with companies and advisers. The aim was to produce a portfolio of 
companies suitable for examining its attractiveness. 
Gross Sales Between $ 1 million and $ 1 Omillion* 
Profit before tax Greater than $100,000 
Status Independent; Private or Public unquoted; 
Shareholder Some family connection (e.g. 
shareholders/directors with the same 
surname) 
No external institutional shareholders 
with a significant stake 30% + 
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2.2 Approach 
The family business was examined using: 
• A review of the relevant academic literature; 
• An examination of competitors in Hong Kong and the comparables overseas; 
• Surveys with various family businesses and companies, 
• Analysis using the Porter's Five Forces model, and Cambridge Associates' 
Value Driver Model frameworks. 
2.3 Frameworks 
The frameworks and their application will be discussed in details in Section 4 
(Analysis of the market). 
The attractiveness of the family business market in Hong Kong was initially examined 
by using Porter's Five Forces model However, due to the fact that Five Forces model 
did not consider the economic and regulatory context or the perspective of an 
potential investor in family business, the Cambridge Associates' Value Driver model 
was used to fill the deficiency. 
2.4 Supporting Evidence 
In addition to the previous academic research on Hong Kong family businesses would 
be used and analysed in our study and the project would also draw on a sample of 
family owned companies to examine both the market itself and the attractiveness of 
the business. 
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Companies were contacted and interviews were arranged. The interviews included 
questions relating to the market attractiveness and potential. A detailed description of 
the company interview process together with a template was discussed in Appendix, 
combining with all the above-mentioned analyses. 
Finally the conclusions were presented in Section 6 that was drawn on the validity of 
Hong Kong family business market attractiveness and the associated opportunities in 
the Hong Kong family business sector. Section 7 would be devoted to 
recommendations on how to improve the operations of family businesses in Hong 
Kong. 
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3 Hong Kong family businesses 
3.1 Overview 
A combination of academic research and company surveys were conducted to 
determine whether family businesses could be considered not only as an short term 
solution for unemployed, but also as an attractive and distinct market to be in. 
3.2 Definition 
Generally, family was defined as a unit of production, which was rational in its 
actions. The establishment of small business was conceived as family work strategies 
devised by the men and women who set up the business to achieve economic returns. 
(Lui, 1996) 
However, there were many more detailed definitions of ‘family’ business ranging 
from family owned (majority share in the hands of one family), family managed 
(family members on the board and management team) and even self-defined (a belief 
by the management that the company is a 'family' business). Different studies had 
used in different definitions, but the studies tended to draw similar conclusions, 
irrespective of the definition. 
In this project, to determine whether there were any significant differences in attitude, 
family businesses were sub-divided into 'family owned & managed’ (majority of 
shareholders and some senior managers from the same family), 'owner-managed' 
(shareholders and senior managers from the same family) and ‘family owned, 
non-family managed' (majority of shares owned by a family, without any member in 
the executive position). 
11 
According to the latest Census conducted in 2001, Hong Kong had a population of 7.3 
million and a work force or 2.7 million. Within the working population, 5.4% were 
self- employed. However figures in the reports of the Census and Statistics 
Department did not allow us to estimate the number of these self-employed people 
work with their conjugal partners working in family enterprise. 
3.3 Family Business Strategies and Motivation 
Before we move onto our analysis of the attractiveness of setting up a family business 
in Hong Kong, we should briefly explore the general business strategy adopted by the 
family business and their motivation behind. Therefore, this section was devoted with 
the intention of understanding the motivation and family linkages in small business. 
In order to examine market attractiveness, it was important to understand the 
determining factors in setting up and running a successful small business. 
According to our findings, there is a large degree of variability in the motivating 
factors of setting up a small business. As some of the family business owners quoted, 
"sometimes small business is not an automatic or easy option for all those who 
desired self-employment. There is more to setting up a small business than just the 
desire for entrepreneurship." (Barrow, 1993) In terms of personal motivations, they 
are shaped by structural factors, such as occupational history, family circumstances 
and social networks. These factors together with the opportunity structure of society 
have interwoven to contribute to small business start-up. It is difficult to examine the 
effect of any variables in isolation. It was clear from the study that business start-up 
was the outcome of a complex web of factors. In most cases, that would be the 
owners' desire to get ahead and improve their economic status was of primary 
importance in motivating business start-up. (Barrow, 1993) Others started-up a 
12 
business because they were not satisfied with their jobs, but people did not open a 
shop simply to escape from dissatisfying jobs. Considerable thoughts were put into 
calculation of variability of business before the final decision was made. Family 
circumstances were also contributing factors. The perception of autonomy associated 
with business-ownership was also important to them. The entrepreneurial strategy 
offered an alternative route to the respondents under a variety of conditions, 
regardless of the variability in motives and circumstances that were the goal of 
financial gain. Surveys of people in Hong Kong had repeatedly shown that the desire 
to set up one's own business was quite widespread. (Lui, 1992) 
In other words, the factors that lead people to acquire or to take over a shop and 
starting a small family business were never fixed on a particular basis. 
Self-employment in the form of becoming a business owner was a career option 
chosen by the men and the women as a result of rational calculation based on their 
assessments of the situation. There was no single motive leading to the start-up of 
business, nor was there a single circumstance under which the decisions were made. 
Setting up one's business was fundamentally concerned with producing an 
improvement in one's circumstances. But once the business was set up, most of the 
owners take pride in having established a business and keeping it in good condition. 
3.4 Academic findings 
In order to obtain a comprehensive understanding of family business, we should 
review the characteristics of family business that had been identified in the 
wide-ranging academic research. They could be categorized as: 
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3.4.1 General identification 
a) Size 
The major finding in the research was that family firms in general tend to be smaller 
than other private firms. However, this does not indicate that they are exclusively 
small firms, but it was also found that the size of family firm is positively correlated 
to the presence of debt, family loans and equity. In other words, the debt ratio of 
family-business is usually non-existent or relatively small as compared to other 
operations. This specification of family business encouraged entrepreneur to start up a 
business even with a small portion of capital and resources. 
b) Age 
Generally, family businesses have a relatively long lifetime, with an average history 
of more than 20 years. One survey found that 81% of firms older with more than 20 
years history were family firms. (Sit, 1996) More interestingly, our research had 
shown that the sources of funding could depend on the age of the firm, with mature 
companies relying on internal funding more frequently than younger companies. 
However, there was also evidence showing that younger firms tended not to use 
equity unless it was at the stage of development. Therefore, the tendency to rely 
heavily on external funding was not always an issue for the family business. Most of 
the time they would source their expansion through internal capital, which would not 
give them significant financial burden. 
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c) Sector 
Although it had been proposed that sectors with positive cash flow, such as retail, 
contained more family firms, the consensus was that family firms reflect the national 
distribution of sectors. In other words, there was no specific industry or sector that 
would draw the most attentions from the family business to start in. 
3.4.2 Family Factors 
a) Succession 
Given the fact that the objective of many family business owners was to dedicate a 
lifetime commitment to make his or her dream into a successful reality. This usually 
came with long hours of hard work and constant striving. The resulting success would 
usually drive the owner to be more committed to the management and operational 
activities; often failing to recognize the need to plan for succession. In addition, great 
deal of emotions usually involved in the succession of a family-owned business. The 
existing owner generally failed to give rational and disciplined consideration to the 
issues. As a result, the business might disappear or wander into other hands, given this 
kind of scenario had happened many times in reality. 
Therefore the issue of succession was always a major concern for all types of family 
businesses. As suggested from both the academic findings and our survey, first 
generation family firms always encountered difficulty to choose a successor. There 
was often a desire by the owner (usually the founder) to remain in the business, 
thereby prolonging the issue of succession. It had also been documented that around 
one third of family firms intentionally did not want to involve their families in the 
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business or pass the business on to the next generation, probably so that the 
descendants would not be ‘burdened’ with the business. (Ward, 1992) 
Our finding also suggested that majority of respondents either did not plan for their 
children to join the business, or would allow them to do so if that was what their 
children want. Moreover, if their children did wish to join the business, they must be 
interested in the business, and start at the bottom and would not be given preferential 
treatment. Given that the owner managers saw the business as their personal business, 
they wanted to remain in the business even when their children were ready to take 
over. They were more concerned with the preservation of their wealth rather than 
using the business to provide for their family members. 
Additionally, the founder must make a difficult choice to choose a successor among 
several family members. In these circumstances, many founders did not make a 
choice soon enough. One study estimates that in family businesses where the principal 
wanted to retire in the next five years, 50% of them had yet to identify their successor. 
(Wong, 1996) This avoidance of the succession issue was one of the main drivers of 
the trend for first generation family businesses not passing to the next generation. 
Even some business could successfully pass the ownership to the descendants, 
however another issue that might arise was how to distribute the ownership fairly. 
Considering the fact that equal treatment respecting succession of the business might 
not always be fair. In fact there were research revealed that equal sharing of the 
ownership and management of the business by all successors often was a driving 
force for failure. (Kanter, 1997) Thereby, instead of equal distribution among all 
family members, it was a fairer and safer process to implement a mechanism that 
transferred the business to those family members who were best equipped to make it 
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succeed. The other family members could participate in the owner's estate in some 
other manner. 
To solve the issue, it was always necessary that all family members communicate 
rationally and objectively in order to achieve a successful continuation of a 
family-owned business. Besides, the current owner needed to plan ahead and identify 
the strengths of each likely successor, so that he or she could make it possible to 
develop a succession plan. Determining which family members could raise to the 
challenge of successful entrepreneurship and business management would be the 
major issue on the current owners' agenda. By knowing the competence of each 
would make it easier to allocate the job responsibilities to each of them. However if 
none of the successors found to be ready，owner could consider alternate plans such as 
employing third parties in essential roles of the business. Nevertheless, all these 
actions would always take tremendous time as well as nurturing and prompting. 
b) Family control 
Another interesting finding was that family firms had a greater desire to retain control 
over the business than other private firms. In one survey, approximately two thirds of 
family owned businesses were 95-100% owned by the family. (Ward, 1999) It 
illustrated that, once the unemployed exit the labour force to start up its own business, 
he or she might be less inclined to work for others again. Therefore, most people 




c) Business goals 
Unlike other firms, family firms did not always put short-term profit maximization as 
their primary goal. Many of them were ‘lifestyle，businesses, where short-term 
growth was not actively sought. 
The strongest drivers included retention of the business in the family, the preservation 
of family capital and the desire to carry on as normal. These factors motivated family 
managers to manage for long-term survival rather than rapid growth. Thus, they were 
more risk-adverse than their equivalents in other types of firm. This was also reflected 
in their desire to forsake the attractions of external funding for internally generated 
funds. Similarly, the family business owners usually focused on long-term 
investments, while the short-term returns demanded non-family equivalent, prevent 
such horizons. 
According to one study, it identified four types of private firm by objective (Findlay, 
1993) 
Owner directors interested in increasing 
Profit oriented 
profitability and repaying borrowings 
Owner directors have aspirations to go 
Growth oriented 
public 
Owner/directors are less interested in 
Exit oriented maintaining control and are looking for 
exit routes 
Owner directors with the prime objective 
Control oriented . 
of maintain control over the business 
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According to our survey, we found that 81% of all family business firms fell under the 
control-oriented category. Almost half of family businesses fell into this category 
compared with a third of non-family businesses, indicating a greater desire for control 
by family business owners. 
d) Family management 
The presence of family management had potential advantages and disadvantages: 
• Staff 
The sense of belonging and stability might allow family firms to attract both 
family and non-family staff in ways that private firm would find difficult. Family 
firms were often perceived as being more caring or paternalistic towards their 
staff, since their objective was not short-term profit maximization. 
On the other hand, competent non-family managers might put off family firms 
with the belief that nepotism would prevail. This difficulty in attracting ambitious 
external managers might be a barrier in keeping up to date with industry's best 
practice. As mentioned earlier, family businesses in Hong Kong appeared to be 
more of a personal venture than it was professionally managed. 
According to the academic findings, more than half of the owner managers either 
received tertiary education or education abroad (or both), and more than half had 
other experience of working elsewhere. (Pryor, 1992) Education and exposure 
had brought about signs of modem management, and consequently might have 
minimized the traditional management style of family business. This would also 
allow more flexibility and opportunities for innovation as they could bring both 
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capital and human resources into the businesses and operate at an internationally 
acceptable professional level. 
• Control 
Family firms in general tended to be more centralized, which could produce 
quicker decisions and responses. Again, however, informal management controls 
might be a competitive disadvantage. 
• Emotional involvement 
Decisions were made more personally with the involvement of other family 
members. There was a greater concentration of risk for the owners, as they risk 
losing personal wealth as well as the reputation of the family name and the 
business itself. In addition, emotional over-spilled from family arguments, if 
not dealt with rapidly and carefully, could have an adverse effect on business. 
3.4.3 Financial issues 
a) Profitability 
There was evidence suggesting that, on average, family firms under-performed 
non-family businesses on many profitability measures. It was also found that, 
generally, small firms faced a trade off between growth and profitability. 
b) Capital structure 
The preferred financial structure was internal financing, followed only if necessary by 
external debt and finally external equity. This appeared to apply in most cases of 
family businesses. This had been attributed to the cost of financing and the 
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asymmetrical information available to financiers as well as the fears over loss of 
control. In addition, as the business often represented a significant portion of their 
wealth, family business owners would always be more risk-averse than other private 
businesses. 
c) Source of funds 
There was also an element of ownership preference linked to the choice of finance 
source. This indicated that retained profits were the main source of funding for both 
family and non-family businesses, and that external equity was at the bottom of the 
list of priorities. These figures confirmed previous studies that stated private 
companies and family firms in particular were reluctant to external funding. 
Several explanations had been given for this, of which the most important appeared to 
be fear of loss of control over the firm. However, the lack of knowledge about the 
venture capital industry and the pressure to change the management team also 
appeared to be the major factors that differentiate between family and non-family firm 
attitudes. The afraid of unfamiliar growth strategy and exit routes were the major 
concerns. 
3.5 Conclusion 
In general, the size, sector and age characteristics did not indicate that there was a 
specific industry that could be labelled ‘family-business’，as they were across all 
sectors, and although there was a tendency to be smaller and older firms. 
The studies illustrated the attractiveness, its characteristics and also both the 
advantages and shortcomings of family business. There are, however, specific 
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characteristics that are connected with the family ownership, that distinguish family 
businesses from other privately owned firms. For this reason, they could be 
distinguished as a separate class in which to invest, with issue of the lack of sector 
focus and the addition family intra-problem. However through this analysis, overall 
there was a significant market for anyone not only the unemployed to invest in, but 
also that every interested party could be approached. 
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4 Analysis 
4.1 Analytical Frameworks 
Two models were used to assess the attractiveness of the Hong Kong's family 
business market. They were the Porter's Five Forces and the Cambridge Associates' 
Value Driver models. The potential investors would be identified as the 'customers', 
and the Hong Kong family businesses would be identified as the 'company'. 
4.2 Michael Porter's Five Forces Model 
The model of pure competition implied that risk-adjusted rates of return should be 
constant across firms and industries. Michael Porter provided a framework that 
models an industry as being influenced by five forces. 
UBMi 
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4.2.1 The Hong Kong Family Business Market 
a) Barriers to entry/exit - LOW 
The Hong Kong family business market clearly had a weak barrier to entry. As long 
as an entrepreneur wished to set up a business, he or she could pass the business to the 
successor provided that the business still exists at that time. The barrier to exit was 
also considered as low because an investor could withdraw from his or her businesses 
anytime even after the business had been passed to the successors. 
b) Buyer power - HIGH 
The 'buyer power' was considered as the market opportunities or the market 
feasibilities that were in favour of family business entrepreneurs. The buyer power 
was considered as high because of the flexible government regulations and incentives 
towards small businesses. Even though the Hong Kong economy was undergoing a 
downturn, the market was very open to new ideas and opportunities. As long as the 
ideas were creative and innovative, customers in Hong Kong would be very 
responsive to effective businesses. 
c) Supplier power - HIGH 
Supplier power was considered as individual family business entrepreneurs. This 
force was also considered as high because of the entrepreneur's decision to enter the 
family business market, and their decision of passing it to his or her successors. Their 
decisions would determine the level of success and whether or not the business could 
be passed to the future generations. 
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d) Substitute products - HIGH 
• Being employed instead of self-employed 
Many people were considering operating their own businesses but some were 
not willing to take the risks. Being employed could be another stable 
alternatives that many people were considering instead of running their own 
businesses. Despite the currently high unemployment rates in Hong Kong, 
many people did not have the experience in running self-businesses. Therefore 
this substitution was considered as a very important factor. 
• Doing other forms of investments 
Some people, instead of investing their monies on running self-businesses, 
decided to spend it on other forms of investments. Other forms of investments 
included securities, real estate, and foreign currencies. Although the risks 
associated with other forms of investments might be very high and fluctuating, 
many risk-adverse investors simply preferred the flexibilities and short-term 
nature of these investments. Another reason might be the investor's past 
experience in the different kinds of investment options, or they simply spotted 
some new opportunities in the market. 
• Setting up in overseas or other locations (e.g. China) 
Although setting up a business in Hong Kong had many advantages, some 
business owners decided to set up their companies in other geographical 
locations such as in the mainland or overseas. This might have an effect on the 
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rate of success because investors might possess less knowledge about the 
foreign market. 
• Not investing at all 
Simply putting money in the bank was definitely a substitution in setting up 
family businesses. Many people choose this alternative simply because they 
hae no interest in setting up a business or were not ready to become an 
entrepreneur. 
There were therefore several possible substitutes to the choice of entering the 
Hong Kong family business market. 
e) Competitive intensity - HIGH 
According to the above analysis using Porter's Five Forces model: the relatively 
low barriers to entry, high buyer and supplier power, and plenty of substitute 
products, the competitive intensity of the family business industry was 
considered to be high. Therefore it was considered to be a highly competitive 
market. 
4.2.2 Conclusion 
Having assessed the competitive intensity of the overall family business market in 
Hong Kong, it was possible to conclude that the competitive intensity was relatively 
high in the market. 
The drawback of the Five Forces model was that it offered a snapshot in time of a 
particular market and there were other factors that could influence the market as time 
moved on. The two foremost factors were government regulations and the economic 
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context. These were covered in the following section on the Cambridge Associates' 
Drivers of Value model 
4.3 Cambridge Associates' Drivers of Value Model 
4.3.1 Cambridge Associates 
The Cambridge Associates' Drives of Value Model was developed by Cambridge 
Associates, a consultancy firm in UK. The Drivers of Value Model was used to assess 
the attractiveness of a particular segment of the Hong Kong family business market. 
4.3.2 Drivers of Value Model 
The drivers, together with their application to the Hong Kong family business market, 
were as follows: 
a) Economic environment 
The Hong Kong economic situation appeared to be better than in the US or Europe. 
Some people expected a slow economy would discourage entrepreneurs to set up a 
new business. However, interviewees showed quite a different view. As one interview 
said, "Hong Kong people are always risk-adverse and enjoys challenges. We view this 
bad economy as a golden opportunity in setting up a new business and can possibly 
pass it on to future generations." 
b) Pricing of underlying assets 
In the absence of the levels of competition experienced in the non-family sector, 
pricing of family owned businesses should also be less competitive. 
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c) Exit Market 
Although the Hong Kong economy experienced some downturns, the exit markets 
were currently less optimistic than in the last three years. However the markets were 
far from closed. 
d) Cultural attitudes 
Hong Kong's cultural attitude towards family-owned businesses were particularly 
strong. One reason might be due to the traditional Chinese culture and the strong bond 
between family members. Although the future generations tended to show less 
interests in succeeding family businesses, a high percentage of them also showed 
interest in starting a career early on in management roles. 
4.3.3 Drivers of Value - Hong Kong Family Business 2003 
The above evaluation of the Hong Kong family business market was summarized in 
the table below: 
Very 
Positive 






Overall, the Cambridge Associates' Value Driver Model suggested that the Hong 
Kong family business market was an attractive market for people who were interested 
in the market. 
4.4 Conclusion of the Analysis 
Through the Five Forces and Value Drivers model, the attractiveness of the market 
could be accurately assessed. There were many potential entrepreneurs of family 
businesses who were strongly considering either starting taking up the passing their 
businesses to their successors. The Five Forces model showed that the competitive 
intensity in this sector of the market was less intense than in the market as a whole. 
Furthermore, the Cambridge Associates model showed an overall positive assessment 
for this market. The family business sector was an attractive market to be active in 
and should therefore yield strong investment returns. 
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5 Survey Results 
As part of the project, we interviewed 17 companies. Even though this was a small 
sample, but we had provided the demographic information below, and the responses 
with regard to the key characteristics that we identified matched the previous larger 
academic studies. 
5.1 Survey Highlights 
a) Size 
Of the businesses we interviewed during our survey, the family businesses tended 
to be at the smaller end of the spectrum in terms of turnover, compared with 
owner-managed businesses. 
a) Sector 
There were no outstanding trends amongst any of the groups regarding sector, 
with a fairly even mix between services and manufacturing. 
b) Ownership 
The family businesses interviewed tended to have more than one generation 
working in the businesses and were mainly beyond the first generation. The 
owner managed businesses were 100% owned by their managers. The family 
owned, non-family managed companies' responses, however, findings showed 
that a significant majority of shares were retained by the family, irrespective of the 
management style. External equity was almost non-existent amongst those 
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surveyed; although non-family managed companies were more inclined to have 
non-salary management incentive schemes in place. 
c) Governance 
Non-executives were rare amongst the family and owner managed businesses, 
with those involved in family businesses generally there to protect the families' 
interests. Few had any real influence over the management of the business. 
The non-family managed businesses were more likely to have non-family 
members as non-executives. 
d) Financial background 
The retained profits followed by debt then equity as a last resort, was evident 
among those surveyed, with most companies being cash-rich and therefore using 
retained profits as the main source of funding. There was a general feeling 
amongst the family managed firms that even debt was "evil" and companies 
would rather not carry out projects if that entailed taking on external finance. 
Owner managed firms were marginally more likely to use debt, as were 
non-family managed firms. 
e) Advice 
Most companies used internal resources as the major source of guidance, followed 
by industry contacts and then professional advisers such as accountants and 
lawyers. Owner managed businesses appeared to be more internally focused 
than family businesses. 
31 
f) Successor Issue 
Regarding the succession of the business, many respondents agreed that their 
children should start at the bottom of the career ladder (72%). 68% of family 
business respondents believed it was important for the children, whether they 
would become the successor of the businesses, to show a good level of interest in 
the products of the business and its markets. Even more respondents (78 %) 
strongly agreed that family and business matters should be kept separate. 
5.2 
Family owned, non- ^^^^^^^^^ family managed ^^^^^^^^^^^ Services 
9% • ^ ^ ^ ^ ^ ^ ^ ^ 49% 
Family ^ ^ ^ ^ ^^^^^^^^ 
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other 
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Medium 
4 1 % 
Size of Firm 
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Survey Limitations 
The issue we had encountered during the survey were discussed below. 
a) Response Type 
As interviewee time would be limited and rating data were both the quickest to 
obtain and the more useful in determining the interviewee's relative preferences, 
therefore some surveys were conduced and obtained based on the rating data. 
b) Data collection 
In general, the respondents were most likely the representative decision makers 
within family business. However some respondents only appointed their 
executives or successor in responding to our survey, therefore there may be some 
discrepancy of the captioned findings. 
c) Personal Bias 
Consider the commitment and dedication that most family business owners hae 
devoted to their business, it was not surprise that some of the information 
provided to our survey might not be responded in the most prudent manner. 
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6 Conclusion 
The family business market was very large and it comprised representatives from 
various business sectors. The family business market, having a very distinctive 
characteristic, possessed very special characteristics. Family businesses were usually 
small at the beginning and gradually increase in size depending on profit generation. 
The businesses usually avoid creating debt (in terms of bank loans) as the funding of 
choices because of their sizes and growth ambitions. However, should family 
businesses require external financing, they would consider exit strategies such as 
merger and acquisition, or setting up initial public offerings. This might hinder the 
possibility of passing the family to future generations. 
The Porter's Five Forces analysis showed that the competitive intensity for family 
business investing was relatively high and the Cambridge Associates model tied in the 
regulatory and economic issues produced a positive assessment. 
The interviews with the companies confirmed the general findings of the research 
overall, and also provided a clearer picture of the positive aspects of the family 
business market emerged. 
The market's size and the lack of successful market penetration made it an attractive 
market for entrepreneurs to target. Those who possessed family business experience 
can demonstrate competitive advantage in a market where competitive intensity was 
relatively high and its proposition had been endorsed. The sector, though not 
particularly easy to define, presented great opportunity for investment. 
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7 Recommendation 
Despite the economic slump in Hong Kong would still be lingering for some periods, 
family businesses in Hong Kong should try to establish a long-term focus in order to 
sustain in the current economy. Since to develop a well-structured strategic plan 
ahead, and to follow with a disciplinary execution and implementation are always 
important for any kinds of business. However given the resource and capital of most 
family business are relatively limited, all these forward planning issues were among 
the most important and most difficult to deal with. 
From our standpoint, we believe that what's needed is a practical way to keep one eye 
focused on the future, while maintaining the best of the family influence. Family 
businesses should consider the following as they work out their own balancing act. 
7.1 Planning 
Take the time to plan for the business. There are many issues that can cause a gap 
between family members which in turn could lead to a serious stress on the business. 
To manage the problem effectively, every family business should address these nine 
issues of importance to family businesses. 
a) Succession planning 
Every family business must plan for succession. Whether or not the family 
business ended up with or without family members in the management, 
succession planning was always necessary which was about preparing for a 
change in the leadership of the business. Change in management style was 
inevitable at the time of transition and that was why succession planning should 
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be carefully considered to ensure a smooth and successful transition. For family 
business that had been running for a considerable number of years, the ideal time 
to begin thinking about succession planning would be approximately seven to ten 
years before retirement. Issues to consider in succession planning should include 
the objectives for the future and the business skills and commitment of potential 
successors. 
b) Plan for family members involvement 
Although many people perceived that nepotism would prevail in family 
businesses, many owners would like to introduce family members into the 
business so that they could maintain control and ownership of the firm. Generally, 
family members would join the business after gaining education and experience 
in the outside world. This was advantageous to the family business because 
outside education and experience could bring a wider perspective to the family 
business and could bring untold benefits in longer-term. It was important to 
clearly define their role in the business and remuneration criteria that would 
apply. Also by spelling out the basis for promotion and setting this up in a 
concrete fashion would help avoid disputes further down the line. 
c) Compensation planning 
Whether or not the employee was a family member or not, a fair and appropriate 
method of remuneration for all employees involved in the business is essential. 
Some survey respondents claimed that some of his family member employees' 
attitudes were often colored by personal circumstances and relationships. 
However, equal pay for family members was not always fair. 
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d) Offering shares to family members 
Offering shares to family business employees and to family members must be 
introduced properly in order to ensure that the business could be managed 
effectively on a day-to-day basis. Occasionally, distributing the majority of 
shares to non-active family members could sometimes cause important decisions 
extremely difficult to devise because of the lack of involvement of the owners. 
e) Introducing and rewarding non-family executives 
Talents came not only from family members but also from non-family 
professionals. Some non-family employees could be as important to the future of 
the business as the family shareholders and could be easily motivated by offering 
them a share to the business. Often, family businesses found they need to employ 
the talents of individuals outside the family to bring in all the management skills 
needed to run the business successfully. These people needed to be motivated and 
retained with a suitable method of remuneration. 
f) Retirement and asset planning 
Planning for retirement was just as important as planning for succession. This 
enabled a smooth transition to the next generation and also helped minimize tax 
liabilities. Estate planning was a continuing process and should be reviewed 
regularly. In both personal and business terms, therefore planning for retirement 
in advance did make logical sense. 
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g) strategic planning 
Every business needed to decide on its objective and how they were going to be 
achieved. For family businesses, strategic planning could be quite complex -
with the need to consider personal and family matters along with purely business 
issues. 
h) Financial structure 
Capital was the most important factor that determines the family business' 
viability. The financial structure should allow maximum flexibility in running the 
business, keeping in mind the individual circumstances and needs of the business 
and its owners. This was often a crucial issue for owner-managed businesses. 
i) Preserving wealth 
Risk management was very important. As the old saying goes — 'don't put all 
your eggs in one basket.' The owners should bear in mind to formulate an asset 
base outside his or her core family business in order to ensure the personal 
financial status would not wholly reliant on the fortunes of a single business. This 
neutralized financial risk for the business and often aids succession planning. 
j) Consider the benefits of outside influence 
The fear of loosing control could hurt the business by avoiding talented 
professionals from outside to enter the business. When 'new blood', either in the 
management or ownership ranks, or through outside counsel, entered the business, 
they could bring valuable experience and professionalism into the family 
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business. These outside professionals could be motivated by offering an attractive, 
yet proper, compensation package or offering a minor portion of the business's 
ownership. 
k) Build some personal security 
No matter how successful the family business, the owner should still have a 
personal safety net to protect herself from the associated risk in running the 
family business on a lifetime basis. As part of a retirement plan or financial 
planning in younger years, it was never too early or too late to begin building 
some personal security. 
I) Seek professional help with conflict resolution 
This was particularly important in family businesses, because personal and 
family issues might hamper the way of smooth operation of the business. 
Conflicts could drain energies, caused people to take sides, and might make 
valuable employees leave. Therefore involving a third party to resolve the 
conflict between personal and family belief might be the most effective way, 
because of their sovereignty and equality. 
In sum, the family business was an important institution in the Hong Kong economy. 
The results of this analysis, supported by the survey results, painted an encouraging 
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The surveys were carried out initially with the executives in the family business. 
Followed with a company information study, that gave us an overview of the nature 
of the company, its structure and its current funding structure. 
Both copies of the questionnaire is included below. 
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Interview Template 




Name, organisation, role, others? 
(b) Family Business Experience 
Experience of family businesses and relevance of family business to 
organisation. 
(c) Ongoing role in family businesses 
One-off advisor or ongoing advisory/management role. 
2. Assumptions 
List three advantages and three disadvantages of family business 
3. Conclusions 
What are the characteristics of the ideal type of entrepreneurship? 
Any other thoughts comments? 
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Interview Template 





Section 1 - Background 
General information 
1 1 Date of 
' incorporation 
1 2 Business 
‘ description/sector 
1.3 Turnover $ (000s) 5-10 10-20 >20 
1.4 No. of employees 1-10 10-100 >100 
Management/ownership 
How would you Family owned & managed, owner managed, family owned but 
1.5 categorise your / , 
business? non-family managed, other 
PLEASE ANSWER THE FOLLOWING QUESTIONS ACCORDING TO YOUR ANSWER IN 
1.5 
1.6a Family owned & managed 
How many family 





Are there other 
family shareholders 
that are NOT part of 
the management? 
What influence do 
they have? 
1.6b Owner manager 
What ownership . , , , , , 
structure is in p l a c e ? 记 — e r shareholders 






General company issues 
How is the company 
l.Z funded? 
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3 J would you consider Prompt eg being employed, personal growth, fear of current job nature, 
• starting a family management incentives, potentially higher return 
business? What 
would trigger this? 
What would be the 
advantages to the 
3.2 company of 
running on a family 
basis? 
What 
characteri sti c s 




For what reasons 
^ 4 would you consider 
' NOT starting a 
family business 
What do you 
consider to be the 
disadvantages to 
3.5 the company of 
being established 




Phase 2 Interviews: Comparative Analysis 
Please imagine that you are about to embark on either an acquisition or investment 
The investors will vary according to the following criteria: 
1. Company expertise 




An investor with "family expertise" will have a track record of successfully investing 
in family businesses and dealing with issues relating to family managed or owned 
businesses. 
An investor with “sector expertise" will have a track record of successfully investing 
in businesses in the same sector as your company. Therefore, the investor will be able 
to advise on suitable strategy and best practice. 
2. Time horizon 
1 to 5 years 
6 to 10 years 
10+ years 
Although the investor will not expressly state the time after which they will seek to 
sell its stake, assume that your advisers are able to “best guess" the time frame. 
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